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New England bank earnings in 1948 were five per 
cent higher than in 1947, but increased expenses and 
additions to reserves caused net profits after taxes to 
decline by 12 per cent. Both the increase in earnings 
and the decline in net profits were most marked at 
the banks outside Boston. Earnings from loans in- 
creased considerably and amounted to about 48 per 
cent of the total at all member banks — about the 
same proportion as in the prewar period. Earnings 
from investments shrank and amounted to 31 per 
cent of the total. 











New ENGLAND member banks reported gross earnings 
of $145 million in 1948, surpassing the peak reached in 
1947 by about five per cent. Operating expenses were 
likewise larger, but net current earnings aggregated 
$47.5 million, about three per cent higher than in the 
previous year. Reductions in security profits and recov- 
eries on loans, and substantial transfers to valuation 
reserves against loans brought net profits down 12 per 
cent to $26 million. Had it not been for the extraordi- 
nary additions to bad debt reserves, net profits would 
have equalled and probably exceeded those reported by 
many banks in 1947. 

The national pattern of bank earnings was similar to 
New England’s, but the level was higher. The national 
average of gross earnings was 10 per cent higher in 1948 
than in 1947, net earnings were up 11 per cent, and net 
profits after taxes declined only about five per cent and 
amounted to 7.2 per cent of total capital funds. 


Profits 


At New England banks net profits averaged 5.2 per 
cent of capital funds. Contrary to the usual pattern, 
Boston banks experienced a higher rate than the banks 
ok Photographs courtesy of U.S. Steel Co., Soil Conservation Service and 
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outside the city — 5.9 per cent as compared with 4.7 
per cent. Boston banks reported net profits up about 
5.8 per cent from 1947, while the net profits of the out- 
side banks were off 23 per cent. This difference reflects 
the fact that many outside banks set up valuation 
reserves for possible loan losses for the first time, or sub- 
stantially enlarged them, while most of the Boston 
banks had followed this practice previously.’ 


Earning Rates 

The over-all earnings rate on loans and discounts 
showed some improvement in 1948, and the improve- 
ment was more marked at the Boston banks than at 
those outside. Boston banks averaged 3.13 per cent on 
their loans as compared with 4.75 per cent outside — 
increases of nine per cent and 2.5 per cent respectively 
— which compare with 3.83 per cent earned on loans by 
all member banks in the United States. 

The rate of return on United States securities, the 
other major earning asset, improved slightly in both 
areas, averaging 1.49 per cent in Boston and 1.78 per 
cent outside the city. The average yield on United 
States securities for all member banks in the nation 
was 1.56 per cent. Earnings on “other securities’ re- 
mained relatively unimportant but showed a modest 
improvement at the outside banks. 

The higher rates of return on both loans and invest- 
ments reported by the outside banks reflect the greater 
proportion of smaller business loans and real estate 
loans, which characteristically carry higher rates, and 
the longer average maturity of their holdings of United 
States securities. 

The share of earnings received from loans and invest- 
ments accounted for about the same proportion of the 


1In December 1947 the Commissioner of Internal Revenue provided a fixed 
formula for determining allowable deductions from taxable income for establish- 
ing or maintaining reserves against possible losses on loans. 
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total as it did in 1947 — 77 per cent at the Boston banks 
and 84 per cent at those outside. The relative propor- 
tions received from loans as compared with investments, 
however, underwent further changes. Earnings on loans 
increased markedly and almost attained their prewar 
importance, representing about 50 per cent of total 
earnings in Boston and 47 per cent outside. Earnings on 
investments represented 28 and 37 per cent of total 
earnings at the respective groups of banks. 


Earnings on Loans and Investments 


Both the increased earnings and the increased propor- 
tion of earnings from loans were the result of higher 
interest rates as well as a greater loan volume. Earn- 
ings on loans have increased considerably faster than 
the volume. In 1948, earnings increased 21 per cent and 
loan volume 3.4 per cent. Generally, the smaller banks 
recorded the widest gains in total earning assets because 
their loans expanded more proportionately than the 
loans of the larger banks. 

Investment income declined both absolutely and rela- 
tively because of sales of United States securities. In- 
vestments were sold in part to meet the increased legal 
reserve requirements ordered during the year, the loss 
of funds caused by the tax drain, and to secure addi- 
tional reserves to carry the larger loan volume. The 
shortened average maturity of United States securities 
held by both the Boston and outside banks was com- 
pensated to some extent by the moderate increase in 
rates on Treasury bills and certificates. 

The proportion of loans to total loans and invest- 
ments at the end of 1948 was 46 per cent in Boston and 
33 per cent at the banks outside. As would be expected, 
profit margins were somewhat narrower at those banks 
which failed to develop their loan volume. 

Nonbanking sources of revenue continued to grow 
but contributed about the same proportion of total 
earnings as in 1947. Service charges on deposit accounts 
increased about 22 per cent at the Boston banks and 
accounted for four per cent of total earnings. Outside 
the city this source of income increased 15 per cent 
and ranged up to 17 per cent of total earnings. Trust 
department income likewise increased and constituted 
14 per cent of earnings in Boston, but only about three 
per cent at the banks outside. 
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Expenses amounted to about $98 million, up over six 
per cent from the level in 1947. Salaries and wages was 
the most important expense item and, except for taxes 
paid other than on net income, showed the only signifi- 
cant increase. Increased salary and wage expense re- 
sulted primarily from increased wage and salary rates, 
although to some extent from increased employment. 
Salary and wage expense amounted to 39.5 per cent of 
total earnings in Boston, about the same as last year, 
and 32.5 per cent at the banks outside, up 1.3 percent- 
age points from the 1947 figure. Taxes paid other than 
on net income increased seven per cent and absorbed 
three per cent of total earnings. 

The share of total earnings paid out as interest on 
time deposits was slightly less than in 1947, but aggre- 
gated about the same in dollars. Time deposits dropped 
slightly during the year, but many banks made moder- 
ate advances in rates paid. This expense item absorbed 
3.5 per cent of earnings at the banks in Boston and 
ranged from 2.7 to 24 per cent at the banks outside, 
depending upon the volume of savings deposits held. 

Net Current Earnings Increase 

Total expenses increased less than total earnings. 
Net current earnings amounted to $47.5 million, about 
three per cent higher than in 1947, and were about 31 
per cent of total earnings of all district member banks. 

The rapid increase in expenses in recent years shows 
some signs of leveling off. Future trends will probably 
reflect more closely than in past periods the movement 
of business and wages in general. 

Taxes on net current earnings were lower in 1948 
because of the new reserve method of accounting. The 
large-scale building of valuation reserves will probably 
continue for about two more years. By that time most 
of the banks will have brought their reserves up to 
the permitted ceiling. Income taxes absorbed 7.4 per 
cent of total earnings this year compared with 10 per 
cent last year. The greatest decline was shown by the 
outside banks, many of which, as noted, established or 
materially strengthened their valuation reserves. In 
1947 taxes on net income consumed as much as 12 per 
cent of total earnings at certain groups of banks; nine 
per cent was the highest in 1948 for any group of banks. 

Taxes on net income as well as other taxes have re- 
quired heavy outlays since 1945, and the proportion 
of bank income subject to tax is tending to increase. 
Further reductions in the proportion of tax-free securi- 
ties suitable for bank purchase seem to be inevitable. 

The increase in net current earnings and the decrease 
in tax payments were offset for the most part by an 
excess of deductions over additions to current earnings. 
Profits on securities sold and recoveries on loans and 
securities were considerably smaller in 1948 and were 
exceeded substantially by additions to valuation re- 
serves and losses. Thus net profits decreased 12 per cent 
and amounted to $26 million. Cash dividends were 
increased somewhat in 1948 and absorbed about 63 per 
cent of net profits, but as a share of total earnings they 
were practically unchanged. Dividend yields were 
modest and amounted to 4.10 per cent on capital funds 
at Boston banks and 2.53 per cent at the banks outside. 
Retained earnings, while substantial, showed a decrease 
at all except the Boston banks. 
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Forest Taxation: 


PENALTY OR INCENTIVE? 





The existing system of forest property taxation is a 
relic of the past which discourages private forestry 
enterprise. Existing statutes provide for taxing 
standing timber as if it were short-term commercial 
inventory rather than a long-term investment. Forest 
owners have no assurance against excessive assess- 
ment and hesitate to undertake modern forest man- 
agement programs. Forest properties must pay their 
fair share of taxes, but public interest would be best 
served if there were general application of specially- 
modified forest taxation similar to that now being 
considered by the New Hampshire legislature. 











Ir you OWN standing timber in any of the New England 
states, you are probably paying property taxes on it 
every year. Very few timber owners have arranged to 
pay their taxes in any other manner. 

All of the New England states have legal provisions 
for special classification of forest land or reforested areas 
for property-tax purposes under prescribed conditions. 
These laws provide for the exemption of young growing 
timber, or for an arrangement under which no annual 
tax is levied on standing timber but a yield or severance 
tax is collected when the timber is cut. The purpose is to 
eliminate possible inequities of annual taxation of this 
type of property. 

The Massachusetts law calls for the listing, by the 
local assessors, of all forest land not used for purposes 
incompatible with forest production and having a value 
not in excess of $25.00 per acre for land and growth 
thereon, as classified forest land. During the five-year 
period following such listing, the valuation is to be 
gradually reduced to $5.00 per acre and a severance tax 
is to be levied on the stumpage value of timber removed. 
Starting at one per cent, this severance tax increases to 
six per cent in the fifth year and thereafter. Owners may 
elect not to have their land so classified by filing written 
notification to that effect with the assessors. 

The extent of the effectiveness of this law, passed 
in 1941, is not fully known because no reporting to the 
state is required. It is believed, however, that it has 
been applied to only a limited extent. The law has not 
been popular with the local assessors because of the 
amount of extra work which the classification of this 
special type of property imposes upon them. 

In the other New England states, the initiative rests 
with the owner, who must make application for classifi- 
cation on specially-prepared forms. No New England 
state has yet seen fit to make modified timber taxa- 
tion universal or automatic. The special effort and 
complicated procedure of the optional plan have ap- 
parently kept many owners from making application. 
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A tendency for assessors to raise the valuation on other 
property owned by the applicant may also have played 
a part in influencing this decision. 


Forest Owners Must Share in Tax Burden 

Taxes have been painful realities for centuries. The 
property tax has been a mainstay of local public finance 
in the United States and will doubtless continue to 
supply a large share of revenue for many years to come. 
Forest property owners must expect to contribute their 
fair share. This fair share depends upon the relationship 
between the privilege of owning forest property and the 
benefit the public derives from the owner’s possession 
and management. Public benefits from private owner- 
ship and operation of property are sometimes recog- 
nized as justifying modification, or even total abate- 
ment, of the property tax for considerable periods. The 
temporary freedom from property taxes that communi- 
ties sometimes offer prospective new industries is an 
example of this policy. 

The fair share that forest properties should contribute 
should probably be determined by considerations differ- 
ent from those applying to most types of property. 
Forests are capable of supplying raw materials indefi- 
nitely to industries from which many communities get 
most of their financial support. They make other im- 
portant contributions to community, state, and national 
welfare such as flood and erosion control. Timber is 
most important, however, as a source of both private 
and public income. 

Under most tax systems now in effect, standing timber 
is taxed as if it were current commercial inventory. 
Traditionally, the laws have called for taxation on the 
theory that the full and true value is the timber volume 
multiplied by the going stumpage price. That is, if a 
million board feet of timber stands on the property and 
the going stumpage price is $10.00 per thousand, the 
property is theoretically worth $10,000. 

The point is that standing timber is not current com- 
mercial inventory because, except in scattered cases 
which are different each year, it cannot be sent to 
market to produce revenue out of which a tax can be 
paid. Therefore an owner of standing timber, for which 
there is no immediate market, must pay the annual tax 
on it out of other income. This results in piling up an 
“investment” in the form of taxes which can, in some 
cases, accrue to the point where the timber becomes a 
financial liability. The logical escape is liquidation 
before the burden becomes unbearable. The destruction 
of timber stands to avoid further property taxation has 
been a too common occurrence. 

Fortunately, assessors have not uniformly nor rigidly 
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adhered to the principle of assessment at full market 
value. The fact that forest tax delinquency has never 
reached enormous proportions in New England prob- 
ably indicates that forest property taxes have not been 
universally or conspicuously excessive. Moreover, most 
of the forest depletion has probably resulted from con- 
siderations other than unbearable taxation. The exist- 
ing practice is, nevertheless, full of danger. There is 
great lack of uniformity in tax-collection methods and 
little assurance that forest property taxes may not 
suddenly become repressive. Many forest owners, aware 
of this unpredictable hazard, understandably hesitate 
to embark on long-range forestry-enterprise programs. 

In a 1944 report to the New Hampshire legislature, 
an interim forest tax commission expressed its realiza- 
tion of the unsatisfactory nature of present forest taxa- 
tion. ‘Selectmen and assessors are incapable of de- 
termining each year the ‘true and full value’ of forest 
growth required by our laws. Thus arises a situation 
wherein assessing officials, desiring to be fair and 
realizing the disastrous effect of full valuation annually, 
if they could determine that value, habitually under- 
value such property until it is forced upon their atten- 
tion that a certain assessment is ridiculous. They then 
place an adequate valuation upon the lot; the owner 
does some figuring and comes to the conclusion that he 
no longer can afford to retain his growth, and off to the 
market it goes with little or no consideration for main- 
taining the productivity of the forest or soil.” 

In the so-called forestry district of Maine the prop- 
erty tax is administered by the state.1 Low valuations 
and a uniformly moderate tax rate of long duration have 
inspired confidence that taxation will not be excessive. 
The system has contributed to stability of ownership 
and conservative management. The forestry district is, 
however, a unique case. Many obstacles stand in the 
way of state administration of the taxation on the hun- 
dreds of thousands of individual forest properties in the 
rest of New England. 


Relationship Between Taxes and Earnings 

If standing timber is not commercial inventory, what 
is it and how should it be taxed? It is possible to arrive 
at an indication of one answer to this question without 
tackling the complicated question of fair shares. Prop- 
erty taxation has long recognized two main types of 
property — real and personal. These types of property 
have, directly or indirectly, a capacity for producing 
income. There is inevitably a relationship between the 
earning capacity of income-producing property and 
the taxes on it. Regardless of actualities in specific cases, 
it can be argued that the tax on a piece of real property 
should be a percentage of the amount the property earns 
(or could earn under reasonably good management). 
This percentage should also be uniform among different 
individual properties. This point may be arguable, but 
it would appear that everyday give and take would 
tend to bring about an application of this general 
principle. Specifically, all other things being equal, the 
values of two apartment houses with equal rent revenues 
should be equal and their tax assessments and payments 
the same. 


1An area of 10 million acres consisting almost entirely of forest land and in 
which there are no organized towns. 
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The January 1949 issue of the Monthly Review car- 
ried an article which discussed the financial aspects 
of modern forest management on small properties as 
indicated by six case studies. The total timber stand 
on these properties was 3.576 million board feet with 
a stumpage value, as estimated by the New England 
Forestry Foundation, of $24,164. The total annual 
property tax was $592.30. The weighted average tax 
rate was thus 2.45 per cent — 16.5 cents per thousand 
feet. Annual taxes on individual properties varied, how- 
ever, between 1.1 per cent and 12.9 per cent of the 
estimated stumpage value, and between 8 and 68 cents 
per thousand feet. Per acre taxes also varied from a low 
level of 18 cents to a high level of 82 cents per acre per 
year. The weighted average tax was 33 cents per acre 
per year. 

If we look at these taxes in relation to the value of 
the annual growth of the timber, we find that the taxes 
varied between $1.12 and $8.63 per thousand feet of 
this increment. Annual property taxes are taking 14 per 
cent of the value of the annual growth on the first 
property and 96 per cent on the second. 

Property Tax and Good Forestry 

This second case is a property of 128 acres which 
carried, in 1948, a total timber stand of 152 thousand 
board feet — 1,200 feet per acre. Stumpage value was 
$9.00 per thousand feet, so the timber was presumably 
cashable last year for $10.80 per acre. Current annual 
growth is at the rate of 95 feet per acre per year. 

Harvesting each year a quantity of timber equal to 
the current growth would bring a gross return of 85.5 
cents per acre, of which the annual property tax would 
absorb 81 cents. The balance of 4.5 cents per acre would 
not be enough to cover marketing and other costs. 

As it stands, this property is obviously not a forest 
enterprise proposition. The owner’s interests, as well 
as those of the public, would be best served if the forest 
could be allowed to regain at least part of its true pro- 
ductive capacity. If all cutting were to be deferred until 
1978, the timber stand could be brought up to around 
5,000 board feet per acre, according to Foundation 
estimates.?, Adopting this plan would mean that the 
owner would have to forego receiving income from it for 
thirty years but continue to pay the annual property 
tax of 81 cents per acre. 

By 1978, if the timber is allowed to grow, the annual 
increment on the capital growing stock of 5,000 feet per 
acre, under forest management, will amount to around 
350 feet. This is 44.8 thousand for the whole 128-acre 
property — enough to make annual or periodic har- 
vesting practical. 

If the stumpage price is still $9.00 per thousand in 
1978, cutting 350 feet —the annual growth — will 
bring a return of $3.15 per acre. If the property tax 
continues at an 8l-cent rate, the owner’s net per year 
will be $2.34 per acre. The return will be at a rate of 
five per cent of the 1978 investment.? 

The catch is, of course, that the owner has no assur- 
ance that his tax will not be raised to more than 81 


2The Foundation recommends the accumulation of at least 5,000 feet per acre 
of permanent growing stock for financially successful forest enterprise. 


3The 1948 investment of $10.80 per acre plus $35.56 in taxes accumulated for 


30 years at the safe rate of interest of 2.5 per cent compounded annually. 
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cents per acre, spoiling the prospect of even this modest 
return. Even with this assurance, many owners would 
either be unable to dig up the 81 cents per acre tax 
(totaling more than $100.00 per year on the whole 
property) or would prefer to invest in something more 
immediately remunerative. The most likely result 
would be an unsystematic hacking away at the timber, 
which would keep the lot in its present low state of 
productivity indefinitely. 

Analysis of another of the New England Forestry 
Foundation cases made possible a favorable discussion 
of the financial aspects of forest management in the 
January issue of the Monthly Review. In that case, the 
annual property tax was assessed at the rate of 25 cents 
per acre. The case discussed in the present article is 
clearly one in which property taxation is detrimental to 
forest management prospects. 


Taxes and the Public Interest 


The public’s stake in the rehabilitation of the pro- 
ductive capacity of New England’s forest areas justifies 
an effort to relieve them from the hazard of uncertain 
and repressive taxation. Quoting further from the report 
of the New Hampshire interim forest tax commission: 
“Tt is not present taxation so much as it is the constant 
possibility of the burden of full legal taxation in the 
future which tends to prevent timberland owners from 
investing in the development of their holdings and 
maintaining the necessary forest capital for a sustained 
annual yield.” 

The need is for methods of taxation which encourage 
rather than penalize owners who would like to engage 
in the business of growing trees for the market. So far, 
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no New England state has made any effective headway 
toward the solution of this problem. A bill now being 
considered by the New Hampshire legislature, however, 
proposes reforms in forest taxation that might go far in 
the right direction. The declaration of policy in this bill 
states that its purpose is to give anincentive tostanding- 
timber owners to abandon destructive cutting practices 
in favor of long-range management plans. 

To this end, it proposes that no annual property tax 
shall be assessed on any standing timber. If this bill 
becomes law, the value of the land is to be appraised 
and an annual tax assessed on it, but taxes will be col- 
lected on timber only when it is cut for sale or use. 

The “yield tax” rate is to be set at 10 per cent of the 
stumpage value of the timber cut after the third year. 
However, the tax is to be reduced to seven per cent if a 
regional forestry board finds that the cutting has been 
done in a manner conforming to standards approved by 
the state forester, or if cutting is followed by reforesta- 
tion. Provision is thus made for rewarding good forestry 
practices. It is estimated that total revenues from this 
yield tax will be just about equal to the taxes which 
are now being collected. 

In recognition of the fact that the yield-tax method 
may bring hardship to communities in which little or 
no cutting is done, the bill provides for a state equaliza- 
tion fund on which towns may draw if their tax revenues 
are unduly impaired. It also provides that if a commun- 
ity is unreasonably deprived of revenue because of an 
owner’s failure to cut timber that has become com- 
mercially usable, such timber shall be taxed in the same 
manner as general property. This is to prevent the 
indefinite holding of standing timber for private-park 
or other purposes. 

If this tax program is adopted in New Hampshire, 
observation of its performance will be of great interest 
because it appears to be the most promising effort to 
overcome tax obstacles to modern forest management 
in any of the states. Legislation was created in Missis- 
sippi in 1940 which substitutes the yield tax for the 
annual tax on all forest properties. There is, however, 
no provision for a tax incentive to good forestry prac- 
tices. This is the only state in which the yield-tax 
system is universal. 

The bill now in the New Hampshire legislature con- 
tains three features of particular significance to owners 
interested in forestry enterprise. It would bring about a 
direct relationship between the earnings of and the tax 
paid on a forest property. It would reward the good 
forest manager by abating part of his tax. And it would 
make application of the law universal and automatic. 
The adoption of forest-taxation systems similar to this 
proposal, not only by New Hampshire but by the other 
New England states, might mark an outstanding mile- 
stone on the road to better forestry in the region. 





Monthly Review articles may be reprinted 
in full or in part provided credit is given 
to the “Monthly Review” of the Federal 
Reserve Bank of Boston.” 
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1948 ‘Trust Department 


Income and l:xpenses 


TRUST BUSINESS — the settling of estates, administer- 
ing guardianships, personal and corporate trusts, and 
performance of personal and corporate agencies — is 
one of the most specialized of banking operations. Each 
account presents its individual problems. Successful 
management requires specialized personnel trained in 
security analysis, real estate management, income tax 
analysis and probate procedure. 

The maintenance of a trained staff is a heavy and 
fairly fixed expense for trust departments. Income, 
particularly in the smaller departments, can fluctuate 
considerably from year to year. Consequently, the ad- 
dition of a large estate in a small trust department may 
mean the difference between profit and loss in operations. 

Trust departments are increasingly anxious to deter- 
mine whether they are really operating at a profit, and 
are establishing cost accounting procedures which will 
accurately show income, expenses, and net profits of 
each division of their trust departments. In some cases 
operating methods and fee schedules are being adjusted 
in an effort to stabilize earnings at a profitable level. 

The Federal Reserve Bank of Boston is offering sta- 
tistical aid in this inquiry by analyzing reports of trust 
department income and expense in 1948, voluntarily 
submitted by 44 New England banks, and by showing 
each reporting bank how its trust department operations 
compare with the average. The banks in the sample 
received over $12 million in trust department income 
during 1948, and held assets in all types of accounts 
which amounted to almost $5 billion in aggregate value. 

Comparative reports from 40 of these reporters indi- 
cate that on the average both trust department income 
and total expenses increased about 10 per cent from 
1947 to 1948, and that net earnings before income taxes 
remained at about 10 per cent of income. The average 
figures fail to show, however, that there was consider- 
able variation among individual trust departments, 
both in net earnings for 1948 and in their changes from 
the preceding year. The smaller departments reported 
the greatest variation in earnings from 1947 to 1948 
and some had heavy losses for 1948. There was much 
more stability in net earnings among the larger than 
among the smaller departments. Obviously from the 
nature of the business, average earnings must be suffi- 
ciently high to care for the heavy operating losses which 
may result from a sudden contraction in the accounts 
handled during the lean years. 

The individual types of direct operating expenses are 
related to total expenses before overhead on the ac- 
companying chart. Because of the individual specialized 
attention required by the average account, salaries and 
wages constitute by far the largest component of direct 
expenses — 71.3 per cent. Provision for pension and 
retirement benefits as well as for unemployment com- 
pensation and social security taxes increase total per- 


Page 6 


JUNE 


1948 TRUST DEPARTMENT DIRECT OPERATING EXPENSES 
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sonnel expenses up to three quarters of the total. Pen- 
sion and retirement charges tend to be relatively lower 
in the smaller trust departments, due mainly to the 
absence of such charges in 14 of the reporting banks, 
mostly small ones. 

Occupancy including rent, heat, light, 
power, real estate taxes, insurance and depreciation, 
maintenance, service, as well as an allowance for interest 
on property investment — account for 8.7 per cent of 
expenses on the average, but rise as high as 23 per cent. 
Equipment charges average 1.9 per cent but run higher 
in some of the larger institutions. Postage and supplies 
account for 3.2 per cent, and advertising for 2.3 per 
cent of total expenses before overhead. Subscriptions 
to books, periodicals, newspapers, and other informa- 
tion services tend to run higher for smaller departments 
because of the minimum needs in the successful conduct 
of the business. 

Overhead costs were generally computed at 15. per 
cent of total direct operating expenses, in accordance 
with recommendations of competent authorities, 
although most of the banks which attempted an ac- 
curate measurement arrived at a higher percentage. 

It is of interest to note that, with the exception of 
cases noted above, there appears to be little correla- 
tion between the percentage distribution of expenses 
and the size of the trust department as measured by 
its income. 

Thirteen of the reporting trust departments gave 
separate income and expense figures for corporate trust 
and agency activities. In general, personnel and occu- 
pancy expenses are relatively higher for corporate than 
for personal accounts. The findings of principal interest 
with respect to corporate accounts are that seven of the 
reporters are managing such accounts at a net operating 
loss, and that the average experience of all corporate 
trust departments shows a net operating loss. For the 
average trust department the handling of personal ac- 
counts appears to be more profitable under existing 
schedules of fees than the handling of corporate accounts. 
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Manufacturing Slump Retards Business 


TOTAL NONAGRICULTURAL EMPLOYMENT in New Eng- 
land decreased from 3,124,000 in March to 3,101,000 in 
April, 5.5 per cent below the figure for a year ago. Manu- 
facturing employment in April was almost 12 per cent 
below the level of April 1948, but nonmanufacturing 
employment had declined by only 0.1 per cent. Employ- 
ment during April in nondurable-goods manufacturing 
had declined by 11.4 per cent from a year ago, slightly 
less than the 12.3 per cent decline for durables. 

Unemployment compensation benefit payments 
reached record levels among the several New England 
states in April as a new benefit year allowed more claim- 
ants to qualify for benefit checks. Additional support for 
consumer income came from sustained employment in 
government and trade as well as from seasonal expan- 
sion in construction. 

The vacation business will also provide additional 
employment. As of May | advance reservations at New 
England vacation establishments exceeded comparable 
figures of last year for all types except resort hotels, 
which ran behind by only one per cent, and seemed to 
indicate a successful summer season. 

Manufacturing inventory adjustments have contin- 
ued and do not seem to have been completed. The New 
England Purchasing Agents Association report for May 
1949 disclosed that only nine per cent of reporting con- 
cerns had higher productive inventories in May than in 
April. Although finished-goods inventories were being 
reduced, about 22 per cent of the concerns still reported 
that finished-goods inventories were higher in May than 
in April. Buying policy continued to shift to a forward 
position of less than two months. 

Inventory practice was closely related to the prospect 
of new orders. According to the Associated Industries of 
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Massachusetts, dollar orders received by Massachusetts 
manufacturers during April 1949 were 16 per cent lower 
than in March of this year and 15 per cent below those 
for April 1948. All components of the index declined 
from the levels of a year ago, with the greatest decline, 
37 per cent, appearing in the metal trades, followed by 
declines in leather and shoes of 35 per cent; textiles, 
21 per cent; and paper, 21 per cent. 

The index of consumers’ prices in Massachusetts re- 
mained stable in March and April but was 0.3 per cent 
below that of a year ago. Slight increases in prices of 
food, rent, and sundries were offset by decreases in 
prices of fuel, light, and clothing. 

Retailers generally are still reducing their inventories 
and are only buying for short periods in the future. 
Sales of New England department stores through April 
in 1949 were almost exactly equal to sales for the same 
period in 1948. Preliminary data for May indicate that 
the level of sales will approximate that for last year. In 
recognition of the good performance during the first 
five months, merchandise orders outstanding improved 
in Boston department stores. At the end of April they 
were only 13 per cent below those of a year ago in com- 
parison with 48 per cent below in January, 38 per cent 
in February and 18 per cent in March. 

Real estate values have declined in this district since 
last fall. The greatest decline in value for existing homes 
has occurred in the higher-priced classes, although de- 
clines have affected all sizes and classes of houses. 
Despite the easier market, builders in New England 
received more contracts and a higher value of contracts 
for residential building during the first four months of 
1949 than in the corresponding months of 1948, accord- 
ing to F. W. Dodge Corporation reports. 
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INDUSTRIAL OUTPUT declined further in April and the 
early part of May. Prices of industrial commodities 
were reduced further, while prices of farm and food 
products continued to show little change. Construction 
awards showed a marked seasonal expansion. Value 
of department store sales increased to close to the 
advanced level prevailing a year ago. 


Industrial Production 

Industrial production, as measured by the Board’s 
seasonally adjusted index, declined further in April to 
179 per cent of the 1935-39 average as compared with 
184 per cent in March and 195 per cent in November 
1948. Present indications are that in May manufactur- 
ing has continued downward and that there has also 
been some decline in output of minerals, which had 
increased in April. 

Open hearth steel production declined 3 per cent in 
April from the record March level, and output at elec- 
tric furnaces, which accounts for only a small part of 
total steel output, was curtailed by 23 per cent to the 
lowest rate since January 1948. Activity at steel mills 
has continued to decline in May. Assembly of passenger 
automobiles increased sharply in April to the highest 
rate of the postwar period; a strike at plants of one 
major producer, however, has curtailed activity in May. 
Output of most types of machinery in April declined 
considerably further. Deliveries of nonferrous metals to 
fabricators were sharply reduced, as prices and private 
purchases dropped; refinery output of most nonferrous 
metals, however, was maintained at a high level, 
reflecting in part Government demands for stockpiling. 
Output of most building materials, after allowance for 
usual seasonal changes, decreased somewhat further. 

Nondurable goods output declined about 4 per cent 
in April reflecting mainly further marked reductions 
in the textile, paper, and chemical industries, as a 
result in part of seasonal influences not currently al- 
lowed for in the Board’s adjusted indexes. Rayon pro- 
duction and deliveries to textile mills decreased sharply, 
and, according to trade reports, activity in the wool 
textile industry was reduced further. Cotton consump- 
tion declined 8 per cent in April. Activity at paper mills 
decreased about 5 per cent, while paperboard produc- 
tion was maintained at the reduced March level. News- 
print consumption increased slightly, and output of 
manufactured foods was maintained at the March level. 

Minerals production advanced about 8 per cent in 
April, reflecting chiefly the ending of the work stop- 
pages at coal mines. Iron ore production was in excep- 
tionally large volume for this season. Crude petroleum 
output, however, was curtailed by about 4 per cent. 

Value of construction contracts awarded in April, 
according to the F. W. Dodge Corporation, was one- 
eighth larger than in March, reflecting increases for 
private residential building and public works and utili- 
ties. Private awards continued considerably smaller 
than a year ago, while public awards were about one- 


Page 8 





Mouthly Review 


RESERVE 





Summary of National Business Conditions 


(Prepared and released by the Board of Governors of the Federal Reserve System, Washington, D.C.) 


JUNE 1949 





BANK OF BOSTON 


third larger. The number of permanent residential units 
started in April, as estimated by the Bureau of Labor 
Statistics, rose from 62,000 to 86,000 but was still con- 
siderably below the postwar peak of 100,000 units in 
April and May 1948. 

Employment in nonagricultural establishments con- 
tinued to decline in April, after allowance for seasonal 
changes, owing mainly to further reductions in most 
manufacturing industries. The average work week in 
manufacturing was also reduced further. Construction 
employment, which had lagged in March, rose some- 
what more than seasonally in April. Employment in 
most other nonagricultural lines showed little change. 

Value of department store sales increased more than 
seasonally in. April and the first half of May. Allowing 
for the later date of Easter this year, sales in this period 
were only about 3 per cent below the high level in the 
corresponding period last year. Since retail prices were 
moderately lower than a year earlier, little change in 
over-all unit sales at department stores was indicated. 

Carloadings of railroad freight were in larger volume 
in April and the early part of May, mainly because of 
the recovery in coal shipments from the reduced March 
rate. Loadings of most other classes of freight declined 
somewhat further, after allowance for seasonal changes. 


Commodity Prices 

Prices of agricultural commodities continued to show 
little change from mid-April to the third week of May, 
while prices of industrial commodities generally de- 
clined further. Prices of scrap metals continued to 
weaken and refined copper was cut from 23.5 cents per 
pound to below 18 cents. Prices of some other industrial 
materials, however, like burlap, hides, and wool tops, 
were quite stable in this period. 

The consumers’ price index showed little change in 
April as further small advances in rents and in prices 
of meats and miscellaneous items were largely offset 
by declines in prices of most other groups. 

Required reserves of all member banks were decreased 
by about 1.2 billion dollars in early May when the reduc- 
tion in reserve requirements announced by the Board 
of Governors in late April became effective. Banks used 
most of the released funds to purchase both short-term 
and longer-term Government securities. Reserve Bank 
holdings of Government securities declined by about 
1.5 billion dollars during the first three weeks of May. 
The market for Treasury bonds continued active and 
System sales of these issues amounted to about 500 
million dollars. 

Business loans declined by one billion dollars at banks 
in leading cities during April and the first half of May; 
somewhat over half the decline occurred at banks in 
New York and Chicago. Real estate and consumer loans 
showed little change. 

Prices of common stocks fluctuated within a narrow 
range and high-grade corporate bonds changed little 
in the first three weeks of May. 
















